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Appendix A: Technical Appendix

A. Methodology for Calculating Regulatory Asset Amortization

The amount of the amortization of the Regulatory Asset principal to be included annually in PG&E's 
revenue requirement shall be calculated each year according to the following formula:

1 - (Pa * r)
(1 + r)n

where:
"P" is defined as the total Regulatory Asset principal, as specified in the Settlement Agreement;
"r" is defined as the estimated tax-effected return on rate base, as more fully described below;
"n" is defined as the period of amortization in years, as specified in the Settlement Agreement;
and "Pa" is defined as the principal remaining at the beginning of the year under consideration.

B. Estimated Tax-Effected Return on Rate Base

The tax-effected return on rate base used in the above formula shall reflect an estimate of the
cost of PG&E's capital structure. The following example uses its approximate assumed capital ratios over the life of 
the regulatory asset, as detailed below:

Capital Nominal Cost Tax-Effected Weighted
Ratio (%) (%) Cost (%) 1 Cost (%)

Common Equity 52.0 11.220 18.937 9.847
Preferred Securities 2.0 6.500 10.970 0.219
Debt 46.0 6.616 6.616 3.043
Tax-Effected Return on Rate Base 13.110

NOTE
  1     Assumes total state and federal income tax rate of 40.75%.

The actual authorized pre-tax cost of capital shall be used to determine the annual return and amortization components
of the regulatory asset, subject to the requirements set forth in paragraph 2(b) of the Settlement Agreement.

Annual Principal 
Amortization = [ ][ 1 -

P * r

]

Appendix A - Page 1



C. Example Amortization Schedule for Regulatory Asset

Applying the foregoing formula to the Regulatory Asset of $2,210 million, to be amortized over
nine years, as initially specified in the Settlement Agreement, the schedule for principal amortization
is as follows:

P =
r = 13.110%
n = 9 years

(Figures in millions of dollars) 2004 2005 2006 2007 2008 2009 2010 2011 2012
Principal Balance, Beginning of Period 2,210.0 2,067.3 1,905.9 1,723.3 1,516.9 1,283.3 1,019.1 720.3 382.3
(Principal Amortization) (142.7) (161.4) (182.6) (206.5) (233.6) (264.2) (298.8) (338.0) (382.3)
Principal Balance, End of Period 2,067.3 1,905.9 1,723.3 1,516.9 1,283.3 1,019.1 720.3 382.3 (0.0)

D. Effect of a Reduction in the Regulatory Asset

If, pursuant to the Settlement Agreement, the outstanding balance of the Regulatory
Asset is reduced, then the amortization schedule for the remainder of the 
Regulatory Asset shall be recalculated for the current year and each of the successive years 
using the method described in Sections A through C above.  For purposes of the formula in
Section A above, the term "n" shall refer to the number of remaining years of
amortization and the term "P" shall refer to the outstanding balance of the Regulatory
Asset at the beginning of the current year after giving effect to the reduction.

For example, if in 2006 the outstanding balance of the Regulatory Asset were to be reduced by 
$500 million (after tax), then the principal amortization for 2006 and all successive years would be
recalculated on the basis of the reduced remaining outstanding balance of $1,407.4 million, the same  
estimated tax-effected return on rate base of 13.110% as specified in Section B above, and a seven
year remaining amortization period, as shown below:

(Figures in millions of dollars) 2004 2005 2006 2007 2008 2009 2010 2011 2012
Principal Balance, Beginning of Period 2,210.0 2,067.3 1,905.9 1,271.2 1,118.9 946.6 751.8 531.3 282.0
(Reduction in Principal) 0.0 0.0 (500.0) 0.0 0.0 0.0 0.0 0.0 0.0
(Principal Amortization) (142.7) (161.4) (134.7) (152.3) (172.3) (194.9) (220.4) (249.3) (282.0)
Principal Balance, End of Period 2,067.3 1,905.9 1,271.2 1,118.9 946.6 751.8 531.3 282.0 (0.0)

2,210.0 million
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E. Example of Calculation of Total Revenue Requirement

The total revenue requirement for the Regulatory Asset will include return, taxes on return, amortization, and taxes on amortization. The Company shall include its
authorized factor for franchise fees and uncollectibles.  Any property taxes attributable to the Regulatory asset shall also be included in the revenue requirement. 
Changes in the annual revenue requirement shall be implemented by advice filing, subject to review by the CPUC Energy Division.

(Figures in millions of dollars) 2004 2005 2006 2007 2008 2009 2010 2011 2012
Return and Taxes on Average Balance 280.4 260.4 237.9 212.4 183.5 150.9 114.0 72.3 25.1
Amortization 142.7 161.4 182.6 206.5 233.6 264.2 298.8 338.0 382.3
Taxes On Amortization 98.1 111.0 125.6 142.0 160.6 181.7 205.5 232.5 262.9
Property Taxes (not estimated in example)
F&U (not estimated in example)
Total Revenue Requirement 521.2 532.8 546.0 560.9 577.7 596.8 618.3 642.7 670.3
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